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During the past quarter, politics continue to drive markets (with Trump’s victory in the USA, and the
announcement of snap elections in Germany), and the inflation path diverged in Europe vs. the UK and
the USA. The result was a generalized repricing of swap and government curves which generated
interesting pockets of value.

Below is DWS selection of the top themes to consider this quarter:

Upcoming insurance events and key dates

Insurance market and product trends

Market pulse: Q4 investment strategies & Q5 2025 trading ideas
ESG developments

Appendix: DWS market outlook
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Upcoming insurance events and key dates

e January 2025: EIOPA liquidity risk management consultation paper concludes. Among the
options under scrutiny, EIOPA is considering requiring insurers to hold a minimum level of
liquid assets using a principle-based approach, while adopting an explicit cash flow-matching
framework. This is a deviation from the previous more liberal approach, and will likely trigger
discussions around the asset classes that enter the perimeter of liquid assets, best practices
around liquidity stress tests, as well as derivative positions and collateral management;

e 11-12 February 2025: DB/DWS Insurance CIO roundtable. The second edition of the CIO
roundtable will see the participation of 36 European and Asian insurer CIOs, representing
€3.5tn in assets under management. Reinsurance/P&C/life topics will be at the forefront, in a
highly interactive, panel-focused setting;

e 23" February 2025: German elections. This event will inform market expectations around the
German pension reform as well as Bunds supply (in case of a government “debt brake”
revision), among other things. Repercussions around European capital markets union reforms
could also be in order.
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Insurance market and product trends

The last quarter of the year is usually a good time to ponder about long-term trends and upcoming
regulatory developments. In this report, we highlight how insurers could tackle aging demographics in
the old Continent by designing innovative decumulation/drawdown products. Also, we look at EIOPA’s
concerns around cross-border asset-intensive reinsurance by European players and explain why this
may in fact be a trend to look out for.

Product design innovations and underwriting trends:

Demographics and savings product design: European life insurers are at a crossroad: on the one hand,
the aging demographics (the ratio of over-65s to 14-65 year-olds is almost doubling between now and
2050) point to the need for saving products in this space. On the other hand, household savings
capacity and cross-generational spending needs act as a constraint.

Lower income replacement rates (i.e. the ratio between pension and pre-retirement income) and
higher savings rates potentially provide a more fertile ground for life insurers’ saving products. At the
same time, regional differences show how various strategies appeared successful in different
countries:

e Germany and the UK, where public pensions are less generous, developed products — such as
annuities — that supplement retirement income, and that are traditionally less profitable for
insurers, whereas in France and Italy there is a higher demand for savings-focused products,
often capital-light, offering better capital adjusted underwriting profit margins;

e When it comes to savings rates, the UK pension risk transfer market and equity release
mortgages have historically provided ways for insurers to gather assets in this space and
counter relatively low savings rates. On the opposite end of the spectrum, higher savings
fostered a market for whole life and variable policies in the Netherlands;

e Going forward, shrinking working-age population in Europe, and the secular move away from
DB and into DC pension schemes are likely to lower income replacement ratios. Yet annuities,
that in past decades have thrived in these environments, may not be an easy sell should
neutral central bank rates (currently estimated to be at 2.5%) in the Eurozone continue to
remain low. Innovative higher-yielding (to afford longer lifespans) and capital-light products,
combining Al's more user-friendly portfolio SAA customizations with “drawdown” (or
decumulation) repayment profiles could become more mainstream.

Retirement rates vs savings rates, Europe, 2023 Dependency Ratios across regions
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Asset Intensive Reinsurance cross-border “arbitrage”: in their December 2024 Financial Risk Stability
Report, EIOPA flagged “Asset Intensive Reinsurance” (AIR, i.e. the transfer of insurance liability books
to a reinsurer, coupled with the outsourcing of related collateral asset management services) as a
potential area of concern, albeit qualifying that the magnitude of the flows involved are currently not
material from a systemic standpoint (EUR 1,370bn in GWP were ceded to reinsurers in 2023: 6% of the
aggregate life premia, 25% in the case of the non-life segment). Given the material transfer of market
and underwriting risks involved, EIOPA’s concerns are centered around the possibility that these may
be subject to lower capital requirements in some foreign jurisdictions.

While caveating that differences in regulations are not typically limited to differing capital treatments,
we find this regulatory “arbitrage” to be alive and well, and think it will continue to spur reinsurance
activity of European life insurers towards Bermudian and — to a lesser extent — ICS-based (e.g.
Japanese) reinsurers.

A clear example of this trend is provided by the below Milliman analysis, comparing the capital
treatment of a reinsurance transaction involving the transfer of a longevity risk portfolio and showing
a 305% solvency ratio in Bermuda vs a 131% equivalent ratio in Europe. The analysis shows how the
Solvency Il market and longevity risk SCR sub-modules are a fraction of the BMA equivalents,
translating in an overall capital cost to the insurer that is double what could be achieved in Bermuda.
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Source: Milliman illustrative analysis based on a reinsurance transaction involving a typical market share of immediate annuity business in the
UK, based on CMI (Continuous Mortality Investigation) data. Please note no counterparty risk sub-module has been included in the analysis,
as collateral assets are assumed to offset the need for additional counterparty-related regulatory capital
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Insurance M&A activity: “movers and shakers” in Q3 2024

Natixis IM and Generali are engaged in early-stage talks about a potential tie up. When ratified the
operation will result in the creation of a new asset management joint venture co-owned by the firms,
worth EUR 1.93tn in AUM. This past summer, Natixis' owner Groupe BPCE indicated that it was open
to considering partnerships and was seeking "critical size... in each area of strategic expertise,
particularly by setting up new partnerships”. Generali M&A activity was most recently focused on U.S.
boutique firms active in private debt space;

Amundi and AGI stop talks about combining asset management businesses. The combined entity
would have managed nearly EUR 2.8tn in assets. Germany's Allianz has been examining options for its
Allianz Global Investors unit, including a possible merger or partial sale of the division. The Financial
Times, citing people familiar with the situation, reported that a key sticking point between the two
sides had been the structure of any combination and who would have control of an enlarged group;

Nippon Life to buy Resolution Life. Nippon Life currently owns about 23% of Bermuda-based
Resolution Life and aims to make it a wholly owned subsidiary in the second half of 2025, in an all-cash
deal worth USD 8.2bn. Established just seven years ago, Resolution Life is a closed-book insurer that
purchases existing insurance policies from insurers in the U.S. and other countries. It has $85 billion of
assets under management and 4.3 million policies. Blackstone, which has been Resolution Life's
investment management partner for directly originated assets including private credit and real estate,
will continue the partnership after Nippon Life's takeover.
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Market Pulse: investment strategies and trading ideas

Q4 was characterized by relatively tight investment grade credit spreads, with trades concentrated
around the swap and government curves. Interest in higher-quality paper (“A” and above) securities
across the insurance client spectrum informed the below key outline of trades we have seen in Q4
(together with the long OAT, Belgian government bonds, already mentioned in the previous IQ report,
and that continued into Q4).

Q4 Investment strategies:

Euro and Sterling swap curve trades: in November 2024, the 10-year German Bund yield traded higher
than the 10-year euro swap rate for the first time ever. In the U.S. and the UK, government bond yields
have actually traded higher than their respective swap rates for some time, though Q4 showed record
differentials across some maturities. This afforded an opportunity, especially for long-dated insurers,
to hedge their >10-year liabilities (discounted at swap curve valuations) using the now-cheaper “AAA”
rated Bunds or “AA” rated UK Gilts;

Swap vs Bunds valuations
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Euro Government-related bond valuations: during the fourth quarter supranational and regional
issuers yields have converged towards those of traditionally higher yielding government bonds (i.e.
BTPs) registering a 50bps spread differential we had not seen since 2021. While valuations proved
attractive, the risk dimension of the trade also proved interesting: Euro government-related securities
tend to be rated “A” on average, vs BTPs “BBB” credit standing. From a capital perspective, the most
attractive trades were towards those government-backed issues that qualified for a 0% Spread SCR;
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Euro Government-related bond valuations attractive vs BTPs
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Investment Grade corporates carry trade: with Eurozone credit premia at their lowest level since 2022,
there was little room for further spread compression. Yet the asset class appeared to deliver on their
carry potential, especially for those insurers oriented towards the “shorter” (1-7 year part) of the
curve. We anticipate this trend to continue into the next year, as risk appetite appears to be on the
rise (corporate earnings are expected to remain solid overall and we do not see a Eurozone recession
as our base case).

Q1 2025 Trading Ideas... and key risks:

EUR-hedged global IG for insurers with long-dated liabilities. The hedging dynamics between USD
and EUR are making it appear attractive for European insurers to invest in FX-hedged (via swaps) USD-
denominated securities: based on our estimates, a EUR-hedged 10-year US Treasury bond can offer
30bps pick-up vs a 10-year Bund, and 35bps in the case of a 30-year security. Looking at “AA”
Municipals and “A”-“BBB” Investment Grade corporates with a long-tenor (14-year duration), the
achievable yields are in the 3.6% and 4% region, respectively. The above is partly driven by spread
differentials, and partly by the inversion of the cross-currency swap sign: before the US elections in
November, European investors buying USD securities and hedging them into EUR used to pay 25-30bps
for a 15-year cross-currency swap. Now they are being paid 0-5bps (depending on ticket size, liquidity
and market conditions) (all based on Bloomberg data from January 2025);
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EUR-hedged yields of selected long-dated government bonds
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Inflation-linked bonds premia for insurers with indexed long-end liabilities: January is typically a good
month to look at inflation-linked bonds, as a lot of consumer prices get reset at the start of the year,
and bond markets re-pricing is not always responsive to these changes. 2025 is no exception: we see
substantial risk premia in a number of regions. Beyond the more traditional break-even nominal vs
inflation-linked bonds switches, the trade we have in mind consists in buying an inflation linked bond
combined with an inflation swap with a similar duration: the swap essentially translated inflation rates
into a nominal yield. The result is a 25-30bps premium vs the equivalent non-inflation linked Spanish,
French and UK government curves.

Inflation-linked bonds illiquidity premia
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Source: Bloomberg, DWS, as of January 2025

Key Risks:

e Cross-currency swap basis reversal: a lot of the re-pricing in cross-currency markets was
related to technicals (low USD issuance by corporates domiciled in the Euro area) and market
sentiment post U.S.-elections. Risk-off environments could push demand for USD higher and
increase cross-currency hedging costs. Similarly, lower supply of Treasuries than expected, or
renewed interest in USD-denominated issuance by foreign corporates, could reverse this
course of action;

e Inflation surprises: negative inflation surprises vs the market consensus (i.e. lower CPI vs what
is currently priced in) may negatively affect the valuations of inflation-linked bonds;

e Geo-political shocks are always a risk but could play both ways (stronger or weaker demand
for USD). We currently see Ukraine, China and the Middle East as key areas of interest;
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ESG Developments

e EIOPA Fossil-Fuel SCR penalties: After a year from the initial consultation, EIOPA concluded
their analysis of climate transition risks in bond and equity portfolios, and recommended
that additional SCR charges be applied to fossil-fuel related stocks. EIOPA recommends a
capital charge of up to 40% for bonds (in multiplicative terms), in order to better align with
insurers’ actual risk exposures. While the additional capital stress may look elevated, the
industries included in the “fossil fuel” categories are relatively small within the context of
insurers SAA. Nevertheless, our analysis shows that bottom-up fixed income portfolio
construction and issuer selection may be significantly affected, with BBB names suffering an
SCR penalty of 5% at the 5-year maturity point;

EIOPA’s illustrative SCR for a 5-year «fossil-fuel —related» corporate bond
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If you are interested in any of the topics and would like to learn more, please
reach out to me or your DWS relationship management partner.

Paolo Gazzola | Milan

paolo.gazzola@dws.com

Cédric Chavot | Paris

cédric.chavot@dws.com
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Appendix: DWS Market Outlook

Overview of strategic forecasts /' DWS
Quarterly Update of Asset Class Forecasts
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@ #ConnectingTheDots

Bond investments are subject to interest rate, credit, liquidity and market risks to varying degrees. When interest
rates rise, bond prices generally fall. Credit risk refers to the ability of an issuer to make timely payments of principal
and interest.

Bond and loan investments are subject to interest-rate, credit, liquidity and market risks to varying degrees. When
interest rates rise, bond prices generally fall. Credit risk refers to the ability of an issuer to make timely payments
of principal and interest. Floating rate loans tend to be rated below-investment grade and may be more vulnerable
to economic or business changes than issuers with investment-grade credit. Bond investments are subject to
interest-rate, credit, liquidity and market risks to varying degrees. When interest rates rise, bond prices generally
fall. Credit risk refers to the ability of an issuer to make timely payments of principal and interest.

Municipal securities are subject to the risk that litigation, legislation or other political events, local business or
economic conditions or the bankruptcy of the issuer could have a significant effect on an issuer’s ability to make
payments of principal and/or interest. The market for municipal bonds may be less liquid than for taxable bonds
and there may be less information available on the financial condition of issuers of municipal securities than for
public corporations.

Index performance is shown for illustrative purposes only and is not intended to represent historical or to predict
future performance of any specific investment or DWS’s. DWS products may have experienced negative
performance over these time periods. Past performance is not indicative of future results. Investments are subject
to risk, including possible loss of investment capital.

The comments, opinions and estimates contained herein are for informational purposes only and sets forth our
views as of this date. The underlying assumptions and these views are subject to change without notice. Past
performance or any prediction or forecast is not indictive of futures results. No assurance can be given that any
forecast or target will be achieved.

The material was prepared without regard to the specific objectives, financial situation or needs of any particular
person who may receive it. It is intended for informational purposes only and it is not intended that it be relied on
to make any investment decision. It is for professional investors only. It does not constitute investment advice or a
recommendation or an offer or solicitation and is not the basis for any contract to purchase or sell any security or
other instrument, or for DWS and its affiliates to enter into or arrange any type of transaction as a consequence of
any information contained herein.

Please note that this information is not intended to provide tax or legal advice and should not be relied upon as
such. DWS does not provide tax, legal or accounting advice. Please consult with your respective experts before
making investment decisions.

Neither DWS nor any of its affiliates, gives any warranty as to the accuracy, reliability or completeness of
information which is contained. Except insofar as liability under any statute cannot be excluded, no member of
DWS, the Issuer or any officer, employee or associate of them accepts any liability (whether arising in contract, in
tort or negligence or otherwise) for any error or omission or for any resulting loss or damage whether direct, indirect,
consequential or otherwise suffered.

This document is intended for discussion purposes only and does not create any legally binding obligations on the
part of DWS and/or its affiliates. Without limitation, this document does not constitute investment advice or a
recommendation or an offer or solicitation and is not the basis for any contract to purchase or sell any security or
other instrument, or for DWS to enter into or arrange any type of transaction as a consequence of any information
contained herein. The information contained in this document is based on material we believe to be reliable;
however, we do not represent that it is accurate, current, complete, or error free. Assumptions, estimates and
opinions contained in this document constitute our judgment as of the date of the document and are subject to
change without notice. Past performance is not a guarantee of future results. Any forecasts provided herein are
based upon our opinion of the market as at this date and are subject to change, dependent on future changes in
the market. Any prediction, projection or forecast on the economy, stock market, bond market or the economic
trends of the markets is not necessarily indicative of the future or likely performance. Investments are subject to
risks, including possible loss of principal amount invested.

War, terrorism, sanctions, economic uncertainty, trade disputes, public health crises and related geopolitical events
have led and in the future may lead to significant disruptions in US and world economies and markets, which may
lead to increased market volatility and may have significant adverse effects on the fund and its investments.

DWS is the brand name of DWS Group GmbH & Co. KGaA and its subsidiaries under which they do business. The
DWS legal entities offering products or services are specified in the relevant documentation. DWS, through DWS
Group GmbH & Co. KGaA, its affiliated companies and its officers and employees (collectively “DWS”) are
communicating this document in good faith and on the following basis.
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This document is for information/discussion purposes only and does not constitute an offer, recommendation or
solicitation to conclude a transaction and should not be treated as investment advice.

This document is intended to be a marketing communication, not a financial analysis. Accordingly, it may not
comply with legal obligations requiring the impartiality of financial analysis or prohibiting trading prior to the
publication of a financial analysis.

This document contains forward looking statements. Forward looking statements include, but are not limited to
assumptions, estimates, projections, opinions, models and hypothetical performance analysis. No representation
or warranty is made by DWS as to the reasonableness or completeness of such forward looking statements. Past
performance is no guarantee of future results.

The information contained in this document is obtained from sources believed to be reliable. DWS does not
guarantee the accuracy, completeness or fairness of such information. All third party data is copyrighted by and
proprietary to the provider. DWS has no obligation to update, modify or amend this document or to otherwise notify
the recipient in the event that any matter stated herein, or any opinion, projection, forecast or estimate set forth
herein, changes or subsequently becomes inaccurate.

Investments are subject to various risks. Detailed information on risks is contained in the relevant offering
documents.

No liability for any error or omission is accepted by DWS. Opinions and estimates may be changed without notice
and involve a number of assumptions which may not prove valid.

DWS does not give taxation or legal advice.
This document may not be reproduced or circulated without DWS’s written authority.

This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or
resident of or located in any locality, state, country or other jurisdiction, including the United States, where such
distribution, publication, availability or use would be contrary to law or regulation or which would subject DWS to
any registration or licensing requirement within such jurisdiction not currently met within such jurisdiction. Persons
into whose possession this document may come are required to inform themselves of, and to observe, such
restrictions.

© 2025 DWS International GmbH /DWS Investment GmbH

Issued in the UK by DWS Investments UK Limited which is authorised and regulated in the UK by the Financial
Conduct Authority.

© 2025 DWS Investments UK Limited

In Hong Kong, this document is issued by DWS Investments Hong Kong Limited. The content of this document
has not been reviewed by the Securities and Futures Commission.

© 2025 DWS Investments Hong Kong Limited

In Singapore, this document is issued by DWS Investments Singapore Limited. The content of this document has
not been reviewed by the Monetary Authority of Singapore.

© 2025 DWS Investments Singapore Limited

In Australia, this document is issued by DWS Investments Australia Limited (ABN: 52 074 599 401) (AFSL 499640).
The content of this document has not been reviewed by the Australian Securities and Investments Commission.

© 2025 DWS Investments Australia Limited
In Latin America, for institutional investors only. Further distribution of this material is strictly prohibited.

For Investors in Canada: No securities commission or similar authority in Canada has reviewed or in any way
passed upon this document or the merits of the securities described herein and any representation to the contrary
is an offence. This document is intended for discussion purposes only and does not create any legally binding
obligations on the part of DWS Group. Without limitation, this document does not constitute an offer, an invitation
to offer or a recommendation to enter into any transaction. When making an investment decision, you should rely
solely on the final documentation relating to the transaction you are considering, and not the [document — may
need to identify] contained herein. DWS Group is not acting as your financial adviser or in any other fiduciary
capacity with respect to any transaction presented to you. Any transaction(s) or products(s) mentioned herein may
not be appropriate for all investors and before entering into any transaction you should take steps to ensure that
you fully understand such transaction(s) and have made an independent assessment of the appropriateness of the
transaction(s) in the light of your own objectives and circumstances, including the possible risks and benefits of
entering into such transaction. You should also consider seeking advice from your own advisers in making this
assessment. If you decide to enter into a transaction with DWS Group you do so in reliance on your own judgment.
The information contained in this document is based on material we believe to be reliable; however, we do not
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represent that it is accurate, current, complete, or error free. Assumptions, estimates and opinions contained in this
document constitute our judgment as of the date of the document and are subject to change without notice. Any
projections are based on a number of assumptions as to market conditions and there can be no guarantee that
any projected results will be achieved. Past performance is not a guarantee of future results. The distribution of
this document and availability of these products and services in certain jurisdictions may be restricted by law. You
may not distribute this document, in whole or in part, without our express written permission.

For investors in Bermuda: This is not an offering of securities or interests in any product. Such securities may be
offered or sold in Bermuda only in compliance with the provisions of the Investment Business Act of 2003 of
Bermuda which regulates the sale of securities in Bermuda. Additionally, non-Bermudian persons (including
companies) may not carry on or engage in any trade or business in Bermuda unless such persons are permitted
to do so under applicable Bermuda legislation.

Environmental, social, and governance (ESG) criteria are a set of standards for a company’s operations that
socially conscious investors use to screen potential investments: Environmental (how a company performs as a
steward of nature); Social (how a company manages relationships with employees, suppliers, customers, and
communities); Governance (company’s leadership, executive pay, shareholder rights, etc).

Incorporation of ESG criteria in the fund’s investment strategy does not guarantee a return or protect against a
loss, limits the types and number of investment opportunities available to the fund and, as a result, the fund may
underperform other funds that do not have an ESG focus. Regulatory changes or interpretations regarding the
definitions and/or use of ESG criteria could have a material adverse effect on the fund’s ability to invest in
accordance with its investment policies and/or achieve its investment objective, as well as the ability of certain
classes of investors to invest in funds following an ESG strategy such as the fund.
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